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DATE REFERRED: May 23, 2007
DATE ACTIVATED: June 18, 2007

|
STATUTE OF LlMlTATIONS Feb 6, 2008 -

October 13, 2009'
SOURCE: AUDIT REFERRAL
RESPONDENTS: Istook for Congress and James R. Hale, in his official
capacity as treasurer
Ermnest Istook
Kyle Loveless

RELEVANT STATUTES

AND REGULATIONS: 2 U.S.C. § 434(b)
2US.C. § 434(a)
2 US.C. § 441a(a)(1XA)
2 US.C. § 441a(f)
2US.C. § 441t(a)
2 US.C. § 432(cX5)
2 U.S.C. § 439a(b)
11 CFR. §102.9
11 CFR. § 103.3(b)
11 CFR. § 110.1(a)
11 CFR. § 110.1(b)
11 CFR. § 110.1()

11 CFR. § 110.1(k)3)iiXB)
11 CFR. § 113.1(g)

INTERNAL REPORTS CHECKED: Audit Documents
Disclosure Repbrts
FEDERAL AGENCIES CHECKED:  None

! A number of violations occurred during 2003-2004. Between February 6, 2003 and October 13, 2004, Istook for

Congress recaived axcessive conibutions, represanting the range of dates for which the statute of limitations was
calculated.
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L. INTRODUCTION
This matter was generated by a Commission audit pursuant to 2 U.S.C. § 438(b) of the

Istook for Congress Committee (“IFC”) covering the period January 1, 2003 — December 31, 2004.
The Commission approved the Report of the Audit Division on Friends of Emest Istook on May

18, 2007 and, on May 23, 2007, a number of findings were reférred to the Ofiice of the General

Counsel for enfiroement. > Attachmeitt 1. Baved en the information set forth in the Final Audit

Report (“FAR”), we resommrend thrt the Cemmission i reasen to believe fimdingr as follovss:

IFC accepted apparent prohibitad nontsibutians in violstian of 2 U.S.C. § 4411(a)
(Finding 1; Attachment 1 at 8-9).

IFC accepted contributions in excess of the limitations of the Federal Election
Campaign Act of 1971, as amended, (“the Act”) in violation of 2 U.S.C. § 441a(f)
(Finding 2; Attachment 1 at 10-12).

IFC used cumpaign fimds to pay for what appessed to be perscual enpenses of the
Candidsite in violation of 2 U.8.C. § 439a(b) (Finding 3; Attachment | at 12-17).

Emest Istaok used campaign finds to pay for what appearat to be parsonal expensns
in violatiom of 2 U.8.C. § 439a(b) (Finding 3; Attachment 1 at 12-17).

Kyle Loveless, IFC’s campaign manager, used campaign funds to pay for what
appeared to be personal expenses in violatios of 2 U.S.C. § 439a(b) (Finding 3;
Attacloaent 1 at 12-17)

IFC failed w koep an sccount of aoxi seport cummin disbwnsenants in its disclatre
reposts sogerding the eurhrexlameni by a cammign vankes in violation of 2 U.S.C.
§§ 432(c)(5), 434(b)(4), 434(b)}(6)A) and 11 C.F.R. § 104.3(b) (Finding 3;
Attachment 1 at 12-17).

IFC misstated its cash on hand, receipts, and disbursements in the years 2003 and
2004 in viclation of 2 U.S.C. § 434(b) (Finding 4; Attachment 1 at 17-22).

2 Istook for Congress was known as Friends of Emest Istook during the period covered by the Audit, having changed
its name on September 30, 200S.
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o IFC Wwﬁle48-wNMMMwm general election regarding
contributions of $1,080 or moxe repeived less than 20 days hut smare tixtn 48 hours
before the eleation in violudon ef 2 U.S.C. § 434(a) (Finding 8; Attachment 1 at
25-26).

] | |

Further investigation is not necessary to establish the violations referred by the Audit

Division and set forth in the FAR. |
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o 2 U.S.C, § ¢41a(f) Receipt of Excessive Contributions (Finding 2)°
A review of contributions from individuals indicated that IFC failed to timely resolve
excessive contributions totaling $59,100. Most of these contributions resulted from improper

redesignations and/or reattributions. IFC untimely refunded $57,100 of these contributions. ~ |
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In addition to the personal use of campaign funds by the Candidate and the campaign
manager, IFC identified vmatimrized sagpendituses made by, Jesemy Piasox, a campaign wonker,
betwisen Qetpber 9, 2003 amd Navembor 14, 2003, tataling owey $30,000 that weze peid with
campaign funds. Although we have no speaific informstion about the IFC’s intoanai cantrols, '
Jeremy Pinson apparently went into the campaign manager’s desk drawer to take checks out of the
back of the campaign checkbook and obtained credit card data from statements that were on the
campaign manager’s desk. In all, Mr. Pinson stole approximately 50 blank campaign checks,
several credit card numbers, and campaign letterhead stationery while working for IFC. He pled [
guilty to five felony counts and one misdemeanor count of embezzlement based on these acts and
was sentenced March 24, 2004 to three years in prison and 15 years probation on five of the counts
and one year in jail with credit for time served for the othercount. He will also ftrake monetary
restitution in the amount of $200 per moath to BiC. While we acknowledge that Mt. Pinson's
ankicns appeas to be lmowing amd willful winlateons of tie Ast, we necemmend the Coxnmission
take no action as 20 him. Mr. Pinson has a history of mental health issues and was senteaced earlier
this year to 15 years in federal prison for threatening to kill the President and lying to federal
agents. He was also convicted in March 2003 in North Carolina on six felony counts for breaking
into U.S. Rep. Sue Myrick’s office and using her credit cards.

Although the Committee’s failure to accurately keep an account of and report disbursements

stems at least in part from Pinson’s embezzlement of IFC funds, IFC nevertheless violated the Act
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when it filed the resulting inaccurate reports. Under the Act, IFC, through its treasurer, was
required to account for disbursements and report them to the Commission. 2 U.S.C. §§ 432(cX5);
434(b)(4); 434(b)(6XA); 11 CF.R. § 104.3(b). Commitiee treasurers are responsible for the timely
and complete filing of disclosure reports and for the accuracy of the information contained therein.
See 11 C.F.R. § 104.14(d). The failure to implement adequate internal controi procedures over
Comnnittee finances (e.g., regular audits, control proosdures over receipts mni disbursaments,
segregated dmties, ar pariadic review of fimenses) is 8 considerstian whon detemmiming Canemities
liability. See BUR 5872 (lane Hague for Congress); MUR 5721 (I.ockheed Martin Employees’
PAC); MUR 5811 (Doggett for U.S. Congress); MUR 5812 (Qhio State Medical Association
PAC); MUR 5813 (Georgia Medical PAC); and MUR 5814 (Lamutt for Congress).

Because IFC and its treasurer are responsible for complying with the Act, they are
responsible for reporting violations that resulted from IFC’s lack of internal controls.® IFC has
admitted that Pinson made unauthorized disbursements and that IFC failed to report those
disbursements. Thus, we recommend that the Commission find reason to believe that Istook for
Congress and James R. Hale, in his official capacity as treasurer, violated 2 U.S.C. §§ 432(c)(5),
434(b)4), 434(b)6)(A) and 11 C.F.R. § 104.3(b) bx failing tu keep am accomit of and repetrt
ceriain dinhussrnents in the Cammittea’s disalnanre mparts.

¢ The Commission has since created a safe harbor from monetary penalties for committees that have five basic internal
controls in place at the time of embezzlement, immediately inform law enforcement and the Commission of the
embezzlement, and voluntarily amend their reports to correct the inaccuracies. See Statement of Policy; Safe Harbor
for Misreporting Due to Embezzlement, 72 Fed. Reg. 16,695 (April 5, 2007). In this case, there is no information
indicating whether IFC segregated duties, regularly undertook audits, had control procedures over disbursements,
conducted periodic review of its finances, or had any other internal controls in place.
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IIL

RECOMMENDATIONS
1. OpenaMUR in AR 06-03;

2, FindreasoxitobelievethntlstookforCongreudeR.Hnle,inhisofﬁciﬂ

capacity as treasurer violated 2 U.S.C. § 441b(a) by accepting apparent prohibited
contributions;

3. Find masun to believu that Istook for Congress und James R. Halv, in his official

capreity as trepmen violnted 2 U.S.C. § 441a(f) by accepting coetsibutions in excass of
the limitations nf the Act;

4. Find zeason to believe that Istook for and James R. Hale, in his officisl

capacity as treasurer violated 2 U.S.C. §439a(b)bymgcampugnﬁmdsforpersoml
expenses of the Candidate;

S. Find reason to belicve that Ernest Istook violated 2 U.S.C. § 439a(b) by using campaign
funds for persunal expenses;

6. Fins reason to beliave thit Kyle Loveless violated 2 U.S.C. § 439a(b) by using -
campaign funds for personal expenses;

7. Find reason to believe that Istook for Congress and James R. Hale, in his official
capacity as treasurer, violated 2 U.S.C. §§ 432(c)X(5), 434(b)(4), 434(b)(6)(A) and
11 C.F.R. § 104.3(b) by failing to kezp an account of and report certain dis
in its disclosure reports regarding the embezzlement by a campaign worker;
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8. Find reason to believe that Istook for Congress and James R. Hale, in his official
capaniy as treasurer visfated 2 U.5.C. § 434(b) by auisstaiing its ensh on hand, reonipts
and dishursenents in yeers 2003 and 2004;

9. Find reason to believe that Istook for Congress and James R. Hale, in his official
capacity as treasurer violated 2 U.S.C. § 434(a) by failing to file required 48-hour
notices;

10.

11. Approve as Factual and Legal Analysis the Report of the Audit Division on Istook for
Congress, dated May 18, 2007; and

12. Approve the appropriate letters.

Thomasenia P. Duncan
General Counsel

Date

oy n s

Associate General Counsel
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Attorney
Attachments:
1. Report of the Audit Division on Istook for Congress
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Report of the
Audit Division on

Friends of Ernest Istook
January 1, 2003 - December 31, 2004

appun nat to bave met
the threshold
requirements for
substantial compliance
with the Act' The audit
determimes whiether the
committee complied with
the limitaticss,
prohibitions and
disniosure nequiressomts
of the Act.

Future Actioa
The Commission may
initiate an enforcement
action, at a later time,
with respect to any of the
matters discussed in this
repost.

1 2U.S.C. §438(b).

A—

About the Committee (p.2)

andsofEmutMook(FOBI)ulhepnnclpalcunpmp
tteeforEmeltIstook,Rmbhc-cndldmforﬂleUS

Houseofhmmﬁmtbmd(&hhma.s

District. FOEI is headquartered in Oklahonm City, OK.

For meve

informatiaz, ame chart an the Cempsign Orgeaizatien, p. 2.

Financial Activity (p.2)
* Receipts
o Contributions from Individuals $ 890,840
© Contributic=s from Political
Committzes 799,470
o Offtets to Hxpertliteres 22,495
o Other Reseiptx 1,165
Total Raceipts $1,713,970
. Dlsbuumlt
o Operating Expenditures $ 1,125,484
© Refunds 7,000
o Contributions to Other
Committees 277,100
o Total Disbursements $ 1,409,584

Findings aand Resssmmenaxdations (p. 3)
Receipt of Prubibiied Contributions (Finding 1)
Receipt of Excessivt Contribitions (Finding 2)
Personal Use of Campaign Funds (Finding 3)
Misstatement of Finamcial Activity (Eimding 4)
Disclosure of Receipts (Finding 5)

Disclosure of Dishursements (Finding 6)
Reporting of Debts and Obligations (Finding 7)
Failure to File 48-Hour Notifications (Finding 8)
Untimely Deposit of Contributions (Finding 9)
Disclosure of Form 3Z-1 (Finding 10)

ATTACHMERT 1
PAGE 1 OF 28




11044290133

Report of the Audit Division
on
Friends of Ernest Istook

January 1, 2003 - December 31, 2004

ATTACHMENT 1
PAGE 2 OF 28




11044280134

Table of Contents

Part 1. Background
Authority for Audit
Scope of Audit

Part II. Overview of Campaign

Organization

Campaign
Overview of Financial Activity

Part IIl. Summnries
Findings and Recommendations

Part IV. Findings and Recemmendations

Finding 1.
Finding 2.
Finding 3.
Finding 4.
Finding 5.
Findimg &.
Finding 7.
Finding 8.
Finding 9.

Receipt of Prohibited Contributions
Receipt of Excessive Contributions
Personal Use of Campaign Funds
Misstatemnent of Financial Activity
Disclosuse of Receipts
Disclaswre: of Disingnenzmits
Reporting of Debts md Obligstions
Failure to File 48-Hour Notifications
Untimely Deposit of Contributions

Finding 10. Disclosure of Form 3Z-1

10
12
17

24
25
26
27

ATTACHMENT 1
PAGE 3 OF 28




11044290135

Part I
Background

Authority for Audit

This report is based nn an audit of the Friends of Emest Istook (FOEI), undertaken by the
Audit Division of the Federal Election Commission (the Commission) in accordance with
the Federal Election Campaign Act of 1971, as amended (the Act). The Audit Division
conducted the sudit pursuant to 2 U.S.C. §438(b), which permits the Commission to
conduct audits and field investigations of any political committee that is required to file &
repurt under 2 U.S.C. §434. Prior to conducting any audit under this subsection, the
Cozmission must perform an mtemel review sf reports filed by scicessd ooremintos te
detarneime if the reports filed by a partemlar cemamittes nnmt the thiesbavidd scouisentmnis
for substontinl aomplisnes with the Act. 2 U.S.C. §438(b).

1. The receipt of excessive contributions and loans.

2. The receipt of contributions from prohibited sources.

3. The disclosue of contributions received.

4. The dicciosune of disbesssmans, debts and obligations.

5. The comyishiney treiweten reperted figures said benk sexunis
6. The contpistannss of rencads.

7. Othec cainniitien operationa nasessary to ihe raview.

2 This audit is based on reports filed prior to when FOEI was notified of the audit on April 25, 2005. The
review of amended reports filed on August 29, 2005 indicates that FOEI corrected some of the reporting
ATTACHMENT 1

PAGE 4 OF 28
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Part II

Overview of Campaign
Campaign Organization
Important Dates Friends of Emnest Istook’
«_Date of Registration May 14, 1993
«_Audit Coverage January 1, 2093 — December 31, 2004
Headquurters Oklahonm Ciry, OK
Bank Information
o_Bank Depositories 3
o Bank Accounts 2 Checking and 1 Money Market
Treasurer
_Treasurer When Audit was Conducted James R. Hale
o_Treasurer During Period Covered by Audit James R. Hale
_Mmagesont Inforny=tion
o_Attended FEC Cargpaige Finance Ssminar No
e Used Commonly Available Campaign Yes
__ Management Scitware Pgckage
e Who Handled Accounting and Recordkeeping | Paid Staff
Tasks

Ovarview of Finaneial Activity

(Audited Amounts)
Cash on hand @ January 1, 2003 $ 4,470
o Contributions from Individuals 890,840
o _Contributions from Political Committees | 799,470
o Offsets to Expenditures 22,495
o Otherkccelpu 1,165
Total $1,713,970
o__ Opersting Expenditures 1,125,484
o Refunds 7,000
o Contributions to Cther Political Committees 277,100
Total Disiksrsaments $ 1,409,584
Cash en hand @ December 31, 2004 $ 308,856
3 FOEI changed its name to Istook for Congress on September 30, 2005.
ATTACHMENT 1
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Part III
Summaries

Findings and Recommendations

Finding 1. Receipt of Prohibited Contributions

FOEI recsived contributions totaling $11,825 fram corporations, limited liability
compames (LLC), and a labor esganization. Contributions from unions, corporations and
frem LLCs that elect to be tresind as corporiitions utider IRS rules sve mohibited. FOEI
umiarssly seimded $8,075 of thwss confibutisas. In responss ® tas fitreim amdit report
recemmendation, FOES provided copims of siditianal negotinted sefund cheaks totaling
$2,750 and psavidal avidence that mne of the comizituctions wes aot pmbittited. hs a
reault, the ameuns of prediihited comiciutions recsivad by FOEI was redared to $10,825.
(For mare detail, see p. 5)

Finding 2. Receipt of Excessive Contributions

A review of contributions from individuals indicated that FOEI failed to timely resolve
excessive contributions totaling $59,100. Most of these excessive contributions resulted
from impropex redesignations and/or reattributions. FOEI untinrely refunded $57,100 of
these consribuiictss. In memsaite tw the interiin mmlit mport resgawncsdation, FOEI pistad
that they knve itsusd refund chnsks for the ramaining $2,060 and will ppouicds aopiss as
soon 88 s clsacln alawr the bank. (Far mero dutsil, sue p. 6)

Findizg 3. Pamsval Wse of Campalzgn Funds

The Audit steff identified expendituzes totaling $8,936 psid by FOEI for what appeared
to be personal expenses. Of this amount, the Candidate and the campaign manager
m-bmudsz.GlStoFOElmortothemmmmdxtreport. In response to the interim
audit repert recommendation, FOEI provided a copy of a negotiated reimbursement
Mﬁmmcmmh”lwﬂlngdmmﬁmmmm
acknem]odging that engomilitures t®aling 5,135 ware fiir Kie pessaomal wie and wonid e
reimbumad t» FQEL For the munaining anmurt §1,997 (38,036-$2,615-53,180-$1,135),
FOEI providad evidenca that the expesdituces ware nct for persanal uae.

In addition to the amounts above, FOEI ideniified unanthorized expenditures made by a
campaign wotker totaling $30,504 that were paid with campaign funds. The campaign
worker was apprehended and prosecuted. The bank partially reimbursed FOEI for checks
processed with a false signature. No further comments were provided with regard to this
matter. (For more detail, see p. 9)

Finding 4. Misstateenent of Miamueial sicttvity

FQE] liul nuonxiel hisnssitemnts of repmrted setivity im txith yaos covaretl by tis: andit.
In 2003, FOUI undarstited fts disbymementa; In 5004, FOEI undesstated it smipts and

disbvazoments: As.a remnlt of thane misstatements, FOEI also reported incorrect cash-on-
hand amounts in both years. FOEI filed amended reports after notification of the audit

ATTACHMENT 1
PAGE 6 OF 28
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that corrected the misstatement of receipts in 2004; however, disbursements in both years
and exsh-ou-Bmxl arsounts wave still misststed. In response (o the itwerim audit report
recummmexndesion, FOE] stmied that ameoxdod teposts would be filmi by May 31, 2007 to
corntnd the nowsining miistatossants. (Fosmaot dntail, ave p. 14)

Finding 5. Disclosure of Receipts

A review af contributions froxa political committees eevealed FOEI did not accurately
disclose the required information. FOEI filed amended reports after notification of the

audit Mat materially corrected the disclosure of these items. (For more detail, see p. 18)

Finding 6. Disclosure of Disbuzrsements

A review of disbursements revealed that FOEI failed to disclose or inaccurately disclosed
the raquired information. FOEI filed aineaded repwnts after mutifimation of the audit that -
corressad some (mt not all of the dischmams diacrepearins. m respanse to the isterim =
auidit report ressnmendation, FOEI sixied that ammgiad reports wauld he filed by May
31, 2007 to correct the disclosure of distusements. (For mare detail, see p. 18)

Finding 7. Repocting of Debts and Obligations

A review of operating expenditures revealed that FOEI failed to report debts and
obligations owed to six vendors. In response to the interim audit report recommendation,
FOEI stated that amended reports would be filed by May 31, 2007 to correct the reporting
of debts it ebligatiss. (For reom deisil, sce p. 20)

Figding 8. Failnee fo Fiie 48-Hour Motifications

FQEI fiiled to file 48-imisr motiqea prior to the genamnl slestion for 20 contributions
totaling $26,250. In response to the interim audit report recommendation, the FOEI
treasurer provided a statement wherein he acknowledged that procedures to ensure the
filing of 48-hour notices may have not always been followed. (For more detail, see p. 21)

Findiag 9. Untimely Deposit of Coatributions

A review of eontributions revealed FOEI did not timely deposit contribator checks. In
respunse to the intein audit repest réComnrendation, the FOE] tteasurer providld a evpy
of a previously submitted statement wherein he acknowledged that procedures to ensure
the tintely deposit of contabutius may heve sat atways bezn folkewed. (For more detail,
see p. 22)

Fiading 10. Disclosure on Form 3Z-1

FOEI filed Form 3Z-1 (Consolidation Report of Gross Receipts for Authorized
Committees) with its 2003 July Quarterly and 2003 Year End Reports but did not
discioss the correct financial information. In response to the interim audit report
recommendation, the FOEI treasurer provided a copy of a previously submitted statement
whezrin ha explained that the encor vess due to 2 misunderstanding of the new filing
requiisemnt md that steps have buon talinn to assuss futurs complissme. (For more
detail, sse p. 23)

ATTACHMENT 1
PAGE 7 OF 28
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Part IV
Findings and Recommendations

| Finding 1. Receipt of Prohibited Contributions

Summary

FOEI received contributions totaling $11,825 from corporations, limited Liability
companies (LLC), and a labor organization. Contributions from unions, corporations and
from LLCs that eleet to bie treted &5 corporations under IRS rules are prohibited. FOEI
umritecly reRaded 38,075 of these sontrisutioas. In rosponse 1 tiie iterim sudit repurt
recormmendatinn, FORI providea corizs of aiditiama} nogatistt sefund chioks tabiing
$2,750 end provided awidence thint ane of the eanvibntions was nat pmbibiterd. Asa
result, the amasiti of prohibitad contzibutions reseivad by FOEI was redmcad to $10,225.

Legal Standard
A. Receipt of Prohibited Contributions — General Prohibition. Candidates and
committees may not accept contributions (in the form of money, in-kind contributions or
loans):

1. Iuthe rmmne of anuthws; or

2. From the mrensnry feads of v fellvwving pmhiltited souress:

° Coxponhons(ﬂnsmmumymcorpontedmzahon,mcludmganon—uﬁock
corpeniion, an smpesated membership organization, and an incorporated
cooprrative);

e Laber Organizations;

e National Banks;

° FednalGovmemConmm(mcludmgpMﬂlhms.mdmd\uk.mdsole
proprietors who have contracts with the federal government); and

e Foreign Nationals (including individuals who are not U.S. cmzennndnot
lawfully admitted for permanent residence; foreign governments and foreign
politinal parties; and gruwps orsomized under the luws of a Sxeign counwry or
groujrs whans princiedl place of bpsiness is in a fomign omniry, as defined in
22US.C. §611(b)). 2U.LC. §§441L, 441c, 4d41e, mud 441£.

B. Definition of Limited Company. A limited lishility company (LLC) is a
business entity recognized as an undeg the laws of the state in which it was -
established. 11 CFR §110.1(gX1).

C. Application of Limits and Prohibitions to LLC Contributions. A contribution
from an LLC is subject to comtribulon limits and prohibitious, Gepending va swreral
fasiom, as enplained tesiow:
1. LLC == Partaswship. The contribution is considered a contribution from a
partnership if the LLC chooses to be treated as a partnership under Internal .
Revmua Bervice (IRS) tax rules, or if it makes no choice at all abont its tax stati:s.

ATTACHMENT 1
PAGE 8 OF 28
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A partnership contribution may not exceed $2,000 per candidate, per election, and
it must be swributed to each lawful partier. 11 CFR §110.1(a), (b), (¢) wnd (£X2).

2. LLL a8 Carpamtion. Tin: comiribnition is eomehisred a comorate: caritribartion—
and is bawmrd wnder the Act—if the LhC cimssa to be tustefl o8 8 corpamtion
undar IS eules, or if its shares gre traddexd publicly. 11 CFR §110.1(g)(3).

3. LLC with Single Memher, The ceattibutian is asnsiders a contribution from a
single individual if the LLC is a single-member LLC that has not chasen to ba
treated as 2 corperation under IRS rules. 11 CFR §110.1(g)(4).

Facts and

FOEI accepted 24 contributions totaling $11,825 from apparent prohibited sources. Of
these, 19 comtribations toxling $7,075 were from corporations, 4 contributions totaling
$3,750 wese fitem LLCs, amxb $1,086 was frum a lheal union asgsmimstion. For fimms
consirilyitions fnan norpemtinms, ike Audit staff verified the cerpaeate status of the
entities at the time the cqntribution was made with the Olklahoms’s Secretary of State.
For those centributions from LLCs, FOEI could not domansgeaje whether the entities
were taxed as a carporation ar a partnership under the rules of the Internal Revenue
Service (IRS). If the entities are treated as corporations by the IRS, their contributions
represent prohibited corporate contributions. It should also be noted that FOEI did not
establish a scparate accomtt for questionable contributions; however, FOEI nmintained a
sufficiesit balance in its bank acpeunt to refund the prohibive8 contributions.

Thin mnxiler wen diszomsenl with tha treazams ut the exii cm fivsares. Thee Ausict staff
pravided o sfindule of the appeaens grehibited soxtumutiens. In nmgunae, #hé tressneer
untimely refunded $8,075. For the apparent prohibited contributions from LLCs totaling
$3,750, the treasurer provided copies of letters sent to the LLCs requesting that they

Interim Audit Report Recommendution and Committee Response

The Audit sta¥f recommeinied FOEI talee thie following sction:

o Provide evidence demoasirsting that the remaining contributions totaling $3,750 were
not prohibited, or were timely refunded. Such evidence should have included
Gecumentatiw iridivdting their filing autus with the IRS or copios of the fiont and
beeck of tinmdy negeitimtord nefianr] checks; ax

o Refund $3,750 to the camiritntess and yamuide exidenoe of seh pefiusia (copins of
front nnd tewik nf nggotiated mfimd cheoks); ar

o If funds were not svaiishls to mahe necessary refunds, diarlose the condributions
requuiring refiinds on Schedule D (Delt and Obligations) until funds became available
to make the refunds.

In response to the intevim audit repot reccmmentdatise, ®OEI provided copies of
additiomal smmtiated viiiim] shecies totaiing #2,750. FGist alsu providad msideece inat
one of the aomtrihutinne wvas nut paanihited. Aumlt,ﬂnmofphih‘md
contributions ressived by FOEI was reduced to $10,825.
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| Finding 2. Receipt of Excessive Contributions

Summary

A review of contributions from individuals indicated that FOEI failed to timely resolve
exceasive eandributiams totaling $59,100. Moast of thane enmesdivs contributinns remited
from impeoper redesigastions sad/or reattributions. FOEI untimely refunded $57,100 of
these contributions. In nesponse to the interim andit report recomsendation, FOEI ptated

thatmeyhvemmdnfundchechforthemmmgﬂmandmupmwdewpmu
soon as the checks clear the bank.

Legal Otandard

A. Authorized Committee Limits: An authorized committee may not receive more
than a total of $2,000 per election from any one person. 2 U.S.C. §441a(a)(1)(A) and 11
CFR §110.1(a) sad (b).

B. Handliag Coatribations That Appear Excessive. If a committee receives a
contribution that appears to be excessive, the committee must either:
e retura the questionable contribution to the donor; or
° deposittheeonm'buﬁonintoitsfedenlwmtmdkeepmoughmmeym
account to cover all refunds until the legality of the contribution is
estiblished. 11 §103.3(b)X3) and (4).
The excessive portion mety alsn be redesignated to saother elentinon or rudtteémsind to
another contributas as axplainmi belaw.

C. Redesigrstion of Excessive Contaibrtions. The sommittee may ask the contrikuter
to redasignate the excess partion ef the contdbution for use in another election.

e The committee must, within 60 days of receipt of the contribution, obtain and
retain a signed redesignation letter which informs the contributor that a refund of
the excessive portion may be requested; or

e refind the excessive amount. 11 CFR §§110.1(b)(5), 110.1(1X2) and 103.3(b)(5).

Notwithstanding tie dbowe, wheu an suthiorized political semmittoe seebives ma excessive
contribution from mn tndividual or a mon-mukti-catsdidate committee, the committee may
presumptively redesignata the excasnivg portion to the general etection if tha

o s made before that cendidate’s primary election;

o Is not designated in writing for a particular election;

e Would be excessive if treated as a primary election aontributian; and

e As redesignated, does not cause the contributor to exceed any 6ther contribution

limit.

Also, the conmmittee may presamptively redesignate the exceusive portion of a general
election contribuation heck % the primary eleclion if the mncms redesignated does not
exceed the cotumnitidn™s préomry met dalst pesition,

The commiitee is required to notify the contributor in writing of the redesignation within
60 days cf the treasyrer’s receipt of the conisibution and must offer the contribmtor the
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option to receive a refund instead. For this action to be valid, the committee must retain
copies of the mitices sunt. Prosussptive redesignutions spply o=ly within the seme
claslion cyrle. 11 CFR §110.1(b)(5)(ii)}(B) & (C) and (@)(4)ii).

D. Reattribution of Excessive Contributions. When an authorized committee receives
an excesgivre pontribution, the committee maty atk the contribntor if the contrikutian was
intended to be a joint contribution from more than one person.
o the committee must, within 60 days of receipt of the contribution, obtain and
retain a reattribution letter signed by each contributor; or
e refund the excessive contribution. 11 CFR §§110.1(k){3), 110.1(1)(3) and
103.3(bX3).

Notwithstamtling the above, any excessive contribution that was made on a written
instrument that is imprinted with the names of more than one individual may be attributed
among the indixkdnals listr! unless instrusted atherwis by the eonfiribator(s). The
committee miat inform each contritutor:
e how the contribution was attributed; and
o that the contributor may instead request a refund of the excessive amount. 11
CFR §110.1(k)(3)GXB).

Facts ani

A review of gontributions from individuals indicates that FOEI failed to timely resolve
excessive contributions totaling $59,100. Of these, FOEI untimely refunded $7,000 of
the excamine ametint prios te the audit. It should be noted that FOEI maintained a
sulficisnt balanne in its ez aconuat to rafund the comensive ceatsibutions. Most of the
excessive cantributions were zaceived prior to the primary elention and ane excassive for
one of the following reasons:

Contribution by check with two mumes imprinted- FOEI failed to tinrely resolve
excessive contifbutions totdling $18,890. These contributions were identified as
exwessive basause they were mmdi: by a check imprinted with two names and signed by
only one of the individuals. In most cases, FOEI attributed the contribution to both
individanls wixnm namen are immrinted om toe aheak ar designated the ooatribulion o a
single nantributer fon both elestisna. Such action raquires that within 50 days bf tha
contribuiing, FOEI obtain a signed resdsibution or redesignation foom the centzibutars or
inform the individuals af how the contribution was presumptively resttributed or

i and offer a refund of the excessive portion. FOEI did not pravide any
records rélating to the redesignation or reattribution of these contiibutions. As a result,
the entire amount of the contribution was attributed by the Audit staff to the individual
that signed the check.

Contsiliutisa by ¢biek with ome nxme Lupwinosl- FOEI failal to timely reaslve
exzmaive contsitmtions tataling $40,500. Thenr aontribetizms wene idmtified o3
exveasivz beamisa thay were miads by & cheok imprintnd witlr ope name and in mnst cases
were cither designated by FOEI to both elections or were attributed by FOEI to two
individuals. Such action requires that within 60 days of the contribution, FOEI obtain a
signed reattribution or redesignstion from the contributors or inform the individuals of
ATTACEMENT 1
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how the contribution was presumptively redesignated and offer a refund of the excessive
portion. FOEI reconis did nwt include a signed =ededignation or a signature from tire
scemad imslividusl sefrmmaviedging then ap en sasansiiolder. Rosmeis siwo did nat
incivde moiifioatisn to inform individualk af hawt fhe contriltion was poerumptivaly
redszigmtad. As a moslt, ths entire arzmanit of the centrikntion was atinibuted hy the
Audit staff to the individual who sigpad the check

This matter was discussed with the treasurer at the exit conference. The Audit staff
provided a schedule of the excessive contributions. In response, the treasurer untimely
refinded $30,100 and indicated that the excessive portion from two conttibutors totaling
$2,000 was tinrely refund®d or reateributed.® Hawever, documestation t5 sapport such

Intmien Audit Repost Reosssmendatias and Cosamitiea Regponas
The Audit staff recommended that FOEI:

e Provide evidence demonstrating that the remaining $2,000 ($59,100 - $50,100 -
$7,000) in contributions were not excessive. Such evidence should have included,
but not be limited to, documentation that the contributors were notified in a timely
manner of the actions taken by IFOE! or that the excessive contributions were timely
refunded or sea1afbuted; or

e Refand the renmaining $2,000 tu the ountributums and previde oridemwve of sech
refinsis (pofiies of dkrmt und baris f megotiatd refand clecix); or

o If imitis weme mut mapilabie th xmke necessary refunds, disclose the contributions
requiring refinds on Stheduly D (Debt aad @hligations) sntil funds beoorse swaloble
to make the refurds.

In response to the interim audit report recommendation, FOEI stated that they have issued
refund checks for the reinaining $2,000 and will provide copies as soon as the cirecks
clear the bank.

| Findieg 3. Personal Use of Campaign Funds ]

Summary

The Audit staff identified expenditures totaling $8,936 paid by FOEI for what appeared
to be parzonal expenses. . Of this smount, the Candidate and the campaign manager
reimbursed $2,615 to FOEI prior to the interim audit report. In response to the interim
audit report recommendation, FOEI provided a copy of a negotiated reimbursement
check from the Candidate for $3,189 and a signed statement from the campaign manager
acknowledging that expenditures totaling $1,175 were for his personal use and weuld be
reimbuxest 1o FOI. For the remaining armomat 1,997 ($8,930-92,615-$3,189-51,135),
FOEI prevenied avidence that the empemdituns weee not for pasamal use

‘mmﬁﬁumhmmnnmcﬁﬂhuhmdmwmuﬁﬁo-
puarsusnt to 11 CFR §110.1(kX3)(E)BLOD.
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In addition to the amounts above, FOEI identified unauthorized expenditures made by a
campuign werker totaling $39,504 that were paid with canxpuign furxls. The cempaign
wathne' w appsuhendied wd prosecuted. The bank purtially reimipssed FOREI for choths
prooessnd with a fajsa sipeatorn. No fusther comments wese paavided seith regend to this

madter.

Legal Standard

A. Use of Campaign Funds. Using campaign funds for personal use is prohibited. 2

U.S.C. §439a(b)(1).

B. Personal Use Defized. Personal use is defined as any use of funds in a campaign
account of a present or former candidate to fulfill a commitment, obligation, or expense
of any prmass that vamild ewirt irresmeative of tite comlidnte’s smmpaige er ditties an »

Fedearl officehnidor. 11 GFR §113.143).

Camzrission regulations list a mmmber of pusposes that would constitute personal use per

se. This includes but is not limited to the use of campaign funds for:
e Household food items or supplies;
o Funeral, cremation or burial expenses;

e Clothing other than items of de minimis value used in the campaign such as T

shirts or caps;
e Tuitions paymentn
e Mortgege rent or uiility paymients;

e Admrimiion to gparting events, concerts, theaters, or other form of entertainment

unhass part of a spesific campaign or officeholder activity;

e Dues, fees or gratuities at e country club, health club, recreational facility or other

nonpclitical organization; and

e Salary payments to a family member (unless the family member is providing bona

fide services). 11 CFR §113.1(gX1)().

Where a specific purpose is not listed as personal use, the Commission makes a
determination, on a case-by-case basis, whetiiur an expeme vwuld fall arithin the
regulation’s dafirition of pemsomsl use. Examiples of much other uses include:

Legal expenses;

Maal expenses

Travel expenacs; and

Vahicle axpensss. 11 CFR §113.1(g)(1)(ii).

C. Mixed Use. For those uses of campaign funds that involve both personal use and
either campaign or office-holder activity, the committee must maintain a
contemporaneoss log or &fher regord to document the dates and expenses related to the

personal use of zampaigm finais. The log must be ppadatod whenever

campaign funds are

used for personal expenses rather than for campaign or officeholder expenses. 11 CFR

§113.1(gX8).
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D. Advisory Opinion 2001-3. Based on the circumstances presented in Advisory
Opinion 2001-3, the Cormmission ruled tinil the use of a cuepign wehicle for persenal
purpowts tiat is equal tis 5% of the velriolo’s arumwal milwage is lie minimis end woubd not
requise ronhasecsnant to thel commitiee.

Facts and

A. Persanal Use. During the review of disbursements, the Audit staff identified
expenditures totaling $8,936 paid by FOEI for what appeared to be persanal expenses.
The expenditures included items that appeared to constitute personal use per se under 11
CPR §113.1(g)1)(i) and expenses that required a determination on a case by case basis
as to whetizer the expemse wounld Hill within Bie regulation's defizition of persomal uae.
Also inchxled are certain persounl enpemses thit wers origin=Hy paid by FOEI sl
suinequumtly reimiarsed by the Gaindidat: and cimmliga saneges

1. Dishumements totaling §2,204, far it specifiatdly listad at 11 CFR §113.1(gX1)(@),
constituted personal use per se. These expenses included Broadway theatre tickets
($600) and University of Oklahoma football tickets ($1,604).

2. Disbursements totaling $4,117, for items such as meals, travel, and vehicle expenses,
required a devermination on a case-By-case basis a3 to whether the expense fell within
the regulation's definition of personal use. The Audit staff considered, among other
things, toe gregphis ivswtion (the Candidate’s hume staly, Washingson, DC, or
othir lommtions) whems iise emsestioon ezuro mnd tie dastiption of the yade w
servinan Costain oxpmudibems wino namsideses nomamprign neiated fsezed mn the
type of expenses and the lack af deaunentation neuifying that thery were enmpeign or
offiecholdar ralesad. Those spendituras requiring a deterneisetico an a caze-by-eman
basis are discussed helow:

e  Between February 13, 2004 and December 31, 2004, FOEI paid $8,033 for costs
associated with a leased vehicle. These costs consisted of the vehicle lease,
insurance, mainttnance, and fuel. The regulations at 11 CFR §113.1(g)(8) state
that when campaign funds are used for expenses involving personal use, as well
as campaian-relaixi ar officcholder nxe, & cantemporaneons log o7 othe revord
must ba it B dacumest Gates and expenmns solsiad ta tss possomal mae of the
canpaign fonds. Whils FQEI did net keep a conterepsraneaus log of the
mileage am! use of the vehicle, the Cammittes prepar=ad a log, in response to an
exit conference, based on the candidate’s day-to-day schedule for the time in
question. FOEI scknowledged that it could not document all of the expenses for
use of the vehicle, but maintained that it used the vehicle 85% for campaign-
related or officeliolder activity, and 15% fbr personal reasons based on the
mileage driven. FOEI’s cakvulutich inehxied an sdjustracnt For events that were
notpm-nhduldudhwlﬁﬂ:hmmdmm
docussnstetion.’ With nesymssi w tiws 15% velsieie wes for pensaud reweons, FOEI
belimmed thex sonze pesscnsi nes mes pemnbwsilie ss long 28 it mus de minimis.

% The Candidate stated: “Because that schedule doos not document everything I did on those da
only those thing which had been scheduled in advance—I have added 10% to tubse 10,060 docuniented
miles, to allow #r Siwse 8illaAl uss/onwign use cuents timt warenwt swe-s@indnlin”
ATTACEMENT 1
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Absent documentation or other pertinent information sufficient to support the
10% adxied &y FOEI fior vamcitodulod ossapwige-miated or afiicaholéar activity,
the Audit stdif rezalculated the waliinie usiey 88 documanted far enca use. Nusnd
on dosunshicd wage, the Audif smif deteménad that the yehicle was used 8086
for campgign-related and offinchoider activity snd 20% fer pamonal reasans.
Applying these ratios to the $8,033 in costs assosiated with the leased vehicle,
the Audit staff concluded that $1,607 of the costs were for personal use.

With respect to FOFI's understanding that personal use of the vehicle was de
minimis, the Audit staff concluded that the 15% use of the vehicle for personal
mm%mWthCmﬁui@hpnﬁuﬂywﬂ!@ll-de

1 a .

Betwaan Dacember 29, 2003 and January S, 2004, FOEI paid $1,861 for costs
incurred by the Candidate and his son in connection with a trip to New Orleans
for the Sugar Bowl. These costs consisted of airfare ($1,220), lodging ($334),
car rental ($161), and meals ($146). No invoices, receipts, minutes of meetings,
agendas, or itineraries were available to document that these expenses were in
commection with a campaign or officeholder related event.

The Audit staff disswsced these expenses with FOEX at tie exit confawsmoe mml
they pasideri the followasg cempamae, “A significsot cumpbign fendraiser was
planned to take place at the Sugar Bow] game, where the University of
Oklsharor sl L-S-U wvere playing far the natianal title, atisacting toms of
thousands of Gilahamans ta New (xlcans. The oziginal plass included 2
fundraising event or two, fact Sinding trips to the Port of New Orleans and the
nearby commercial and military shipbuilding yards, plus a speaking engagement,
with his son ... accompanying him to assist. (These visits were in connection
with fie Congressman’s chairmanship over Customs and shipping issues and
finding portivss N1 apart & a late Ailte (They wewe 3ssciveduzlel aud epoworet in
Augpnt.), bet fim speaiting epgagsaust (to a lxeze arowd of Oklahonmns)
rensalond.”

Absent slacumentation or gther partinant imformatinn sufficient to suppast that
these expenses were for campaign-related or officeholder activity, the Audit staff
maintaing that these $1,861 in expenses paid for by FOEI were for personal use.

Between May 2, 2003 and June 16, 2004, FOEI paid $649 for various items
where 2o invoices, receipts, minutes of meetings, agendos, or itineraries were
avaitdbie o Sseusaunt that these expenses weee in comnection with a campingn
or afshefsier raluted esent. The majosity ef thexe camenaes witse imomered
outside the Candidate’s home state or Washington, DC. These items included a
meal at a New York City restaugant (£288), ainfsre to Minreapolis-St. Paul for

¢ See AO 2001-3
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the Candidate’s wife ($124), computer supplies purchased in Alexandria,
Virginia ($115), gasolize purchased en riute % a Uniwersity of Olitthoma (OU)
W.Unsi;!nilyof'rexu foofiauil gums (235), mnd Eowers purclamd fe. Okibhonm
City ($87).

In its response to the exit conference, FOEI stated that the meal at a New York
City restanrant was a fondraining event caordinated with a New Yark
Congressman, but did not provide decumentation in support of this fundraiser.
Additionally, FOEI conceded that it was unable to locate documentation to
support clmrges for the airfare, computer supplies, aml lowers. ROEI stated that
the florist charge was evidenily nmade by the campaign mnansger while the
candidste was trasling. Fimally, BOEI stattd that txi gmsoline was parchased on
a Teous tsp for pestings st the OF)-Temps game, but did mot pmwaie
doonmemtotinn in sugjpost of these 1agetings.

Absent documpentation or other pertinest information sufficient to support that
these expenses were for campaign-related and official business, the Audit staff’
maintgins that these $649 in expenses paid for by FOEI were for personal use.

3. Finally, the Audit staff idesftified additional disbursements, totaling $2,615, which
were subseynently reimbursed by the Cancidate ami the casepriget marager in
response to the exit conference. The Candidate reimbursed FOEI for expenses
totafing $1,597. Thia inciwial $760, piimmrily for chewmm saedin (nd puid fisr by
FOEI) on i sampoign exndit eand that wos: alco mbmittad for reimuspment
directly to the Candidaie and the Candidate’s wife. The remaining §837 were
campaign credit card charges (paid for by FOEI) for pemsonal items such as CD’s,
airfare, department store purchases, jewslry, groceries, gas, and membership fags
where the Candidate stated he used the wrong credit card by mistake.

The canpaign nmtger reimbusued $t,018 for campaign credit card charges (paid for
by FOEI) for persczal Remss sush as Srug store purchases, 8 studio Joer, lodging, dry
cleaning, a lmir o, snd flowmss.

B. Unaniimxized Experiiitces. n Nesmmber of 2003, FOEI ideatifim] vessiimsind
expendituzes mads by a eamapaign wotkar betwezmn Ostober 9, 2003 and Nevemnber 14,
2003, totaling $30,504 that wese paid with campaign funds. The campaign worker forged
campaign checks totaling $28,012 to himself and various vendors and made unauthorized
campaign credit card charges totaling $2,492. FOEI stated that the campaign worker
evidently went into the campaign manager’s desk drawer to get the checkbook, ami
obtained the eredit cerd dieta Hom credit szxd stitewnen fiat wers on the campaign
manuger's desk. Not all the vempaign’s losses vere dalestet and reporitd i= tinee to by
reinfwssead, althoagit $21,173 of the bank fraad was rsitnbarsed by Fist Fideitty Baal:
benzme tha bask ted zuncjyingd anii pmmesnsd checks with falve samabees. The:
campalign workor was apprehmded, proseantnd, and is mpzantly seeving = thirse-year
senimnne at an Oklckzsma Statr; Penitantiary Ser smbtzelemest. Sehsequant to this
activity, during the review of dizbussemants, ths Axdit staff identified adiditiona! frrged
checks totaling $4,139 to verious vendass.
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The Audit staff discussed this matter with the treasurer at the exit conference and
provided adisduies of ton tessaotions nused gixzer. 1h regznsse, FOEI pruvided tegios
of cansrcied akesich, afiidavits «f unanthanined antivity, henk mimburesssent
doasmentation, aad nivws artioles meisting to the cmbeonzloraemt.

Interim Audit Report Recommendation and Committee Response
A. Personal Use. The Audit staff recommended that FOEI provide evidence that the
$6,321 ($8,936 - $1,597 - $1,018) in expenditures described above were campaign or
officeholder expenses and not for personal use. Sucfl evidence was to consist of:

1. imwvoicos, recéip®, minutes of mwetings, agemlix, itinerarios;

2. names of organizations that sponsored trips;

3. any othar writian resnrd whisi would dasument the sgecifie aampaign or political
purpose of tize charges; or

4. additional expense or mileage log documentstion showing that tha suternohile
lease was in cozformance with AO 2001-3.

Absent such evidence, the Audit staff recommended that the Candidate reimburse $6,321
to FOEI and provide evidence of the reimbursement (i.e. a copy of the front and back of
the negotiated check).

B. Uslanthenided Expunditeons. Sime the traamnmr stainj his ingsntions to cless FOEI
mhmhmﬂnAudttmﬁmeommndedthuFOElmbmtanywnuencomm
it considered relevant.’

In response to the interim audit report recommendation, FOEI provided a copy of a
negotiated reimbursement check from the Candidate for $3,189 and a signed statement
from the campaign manager acknowledging that expenditures totaling $1,135 were for
his personal use and would be reimbursed to FOEIL For the remaining amount $1,997
($8,936-$2,515-$3,189-$1,123), FOEI provided evidence that fae experiditures were mot
for pemomal use. Thewsfors, @i Awdit staff ceusluded st FOEI made expenditunas $or
the personl use of Candirinte ansi camswuign Peazager tataling §id,939.

| Finding 4. Misstatement of Finaasiil Activity

Sesanwse

FOEI had material misstatements of reported activity in both years covered by the audit.
In 2003, FOEI understated its disbursements. In 2004, FOEI understated it receipts and
disbursements. As a result of these misstatements, FOEI also reported incorrect cash-on-
hand amounts in both years. FOEI filed amended reports after notification of the audit
that corrected the misstatement of receipts in 2004; however, disbursements in both years
arill cath-om-hemal srrmumic wess siill misimied. Bs 2emaws to the intenisn tidit mpant

7 In a Jxttex to the Repetts Asalysis Division filed e dhruerhes 20, 2606, the Treammer stored tht FOEI
was in the process of closing the committse.
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recommendation, FOEI stated that amended reports would be filed by May 31, 2007 to

Legal Standard

Contents of Reports. Bach report must disclose:

e The amouzt of cash-an-hand at the beginning and end of the reporting period;

The total emourt of raceipts for the reporting periad and for the election cycle; and
The total amount of disbursements for the reporting period and for the election cycle;
Certain transactions that require itemization on Schedule A (Itemized Receipts) or

Schedule B (Itemized Disbursements). 2 U.S.C. §434(b)(1), (2), (3), (4), and (5).

Facts and Analysis

A comparison of reported activity to bank records revealed that FOEI had misstatements
in 2003 and 2004. The following outlines the discrepancies for each year and explains '
misstatements identified during the audit.

2003 Activity
. Reported Bank Records Disc
Opening Cash Balance $ 738 $ 4470 $ 3,732
@ January 1, 2003 Understated
Receipts $928,720 $939,540 $10,820
Understated
Disbursements $326,648 $359,270 $32,621
Understated
Ending Cash Balance $602,810 $584,741 $18,069
| @ December 31, 2003 Overstated
ATTACHMENT 1
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Disbursements - 2003

The understavement of disbursements was the net result of the following:

o Disbursements Not Reported

+ $§25,254

FOEI did net report fifty paymess to vendors that should have been
disclosed mn their 2003 reports. Of this amount, a single payment to
one vendor of $13,500 for campaign research shauld have been
disclosed on its 2003 Year End Report.

e In Kind Contributions Not Reported + 8,555
FOBIfiidmtupoﬁ In-Kind contributions received from nine political

cammitises.

¢ Disbaressasmiu Overstated

- 1,438

Amount includes two checks totaling $857 that were erroneously
reparted twice and three reported amounts totaling $581 that could not
be traced to hank records or FOEI's check register.

o Incorrect Reported Amounts (Net) + 250
Amount includes ten checks where the amounts reported were
different from the amount clearing the bank.

Totsl Net Umicrstaierzent of Disburtemenis $32,621

2004 Activity
Reported Bank Records

Opening Cash Balance $ 602,810 $ 584,740 $18,069

| @January 1, 2004 Overstated

Receipits $ 748,328 $ 774,430 $26,102
Understated

Disbursements $1,045,317 $1,050,314 $ 4,997
Understated

Ending Cash Balance $ 305,820 $ 308,856 $ 3,036

| @December 31, 2004 Understated

ATTACHMENT 1

PAGE 19 OF 28




11644280151

Receipts — 2004
The mmdemstatement of receipts was the result of the following:

Receipts Not Reported

FORI did not report contribrtions received from twelve political

committens and one Indian nation.

+ $13,190

In Kind Contributions Not Reported + 17323
FOEI did not report twelve In-Kind contributions received from eight

political commrittees.

Incurrect Reported Amount

+ 1,500

FOEI incorrectly reported a contribution of $2,500 from a political

comsiittos as $1,000.

Offsstz to Opersting Expenditures Not Reported + 1273
FOEI did not report two refunds from vendors.

Interest Received from Bank Not Reported + 1,165
FOEI did not report the monthly interest received from the money

market account.

Unexplainvd Differente

+ 1,651

Total Understatement of Recelpts $26,102
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Disbursements - 2004
The underitatenunt of disbursements was the net result of the following:

¢ Disbursements Not Reported + $91,754

FOEI did nst report oparsting expemditures totaling $74,754 and
contributions to other political cammittees totaling $17,000 that were

made thru the 30 Day Post-General Report period ending Novembaer
22, 2004.

Disbursements Overstated

The 2004 Year End (“YE”) Report (11/23/04 - 12/31/04) disclosed
disbursement; totaling $143,209. The correct amount of
disbureemsents that shamdd have bamn repurted em the YE Repert is
$53,491. Thersfare, FOEI overstated disbursemsents om the YE Report
by $89,718 ($143,209 - $53,491). FOEI also reperta three
digbursements in other repart periods totaling $5,989 that canld not be
traced to the bank or FOEI’s check register.

95,707

FOEI did not report twelve In-Kind contributions received from eight
political committees.

Incorrect Ropuited Acseunty (Blet) + 2,754
Ameunt incluges forty-three checks where the amounts reported were
different from the amount clearing the bank.

Unexplalned Diffasguce - 1,127

Total Net Understatement of Disbursements $ 4,997

Cash-on-Hand
FOEI misstated cash-on-hand throughout 2803 amd 2004 due ta the ermors desanibad
above. On December 31, 2004 the cash balance was understated by $3,036.

FOEI filed amendad reports after notification of the audit that corrected the misstatement
of receipts in 2004; however, disbursements in botk years and sash-on-hagd amounts
were still misstated.

The Audit staff discussed this matter with the treasurer at the exit conference. In
response, the treasurer stated he would amend the appropriate reports us neoessery.

Interim Audit Report Recommendation and Committee

The Audit staff recommended that FOEI file amended reports for 2003 and 2004 to
correct the mmaining misstatements detziled shove and amend itq most regently filed
report to carrect the cash-on-hand balance. In response to the interim audit report
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recommendation, FOEI stated that amended reports would be filed by May 31, 2007 to
correct the somaining misstatemonts.\

| Finding 5. Disclosure of Receipts

Summary

A review of contributions from political committees revealed FOEI did not accurately
disclose the required information. FOEI filed amended reports after notification of the
audit that materially corrected the disclosure of these items.

Legal Standard
A. Required Information for Contributions from Political Committees. For each
contribution frem a political committee, the reporting committee must provide the
following infi>emation:

e The committes’s ramee and sddrem;

o Thea date of the receipt;

o The amount of the contributian; and

e The election cycla-to-date total. 11 CFR §104.3(a)(4) and 2 U.S.C.

§434(b)(3)(B).

B. Election Cydle. The cledtion cyele begins on the first day following the date of the
previous general election and ends on the date of the next general election. 11 CFR
§100.3(b).

Facts and Analyals

A sample review of contributions from political committees revealed FOEI did not
accurately disclose the required information for 25% of the items tested. These errors
include the inaccurate reporting of the contribution amount, the election cycle-to-date
total or the contributor address. Many of the errors appear to have been caused by
inconsistexcies when entering contributor information inte F{JET's database. FOEI filed
amendix] reports after notificatien of the audit that muterially correeted the dinclosure of
these itewas.

The Asulit steff discussed this matter with the trassurer at the exit confestnee.
Interim Andit Report Recommendation and Committee Response

The Audit staff recommended that FOEI submit written comments it considered relevant.
FOEI provided no further comments on this matter. '

| Fimding 6. Disclosure of Disitirsenwonts

Su=mary

A review of disbursements revealed that FOEI failed to disclose or inaccurately disclosed
the required information. FOEI filed amended reports after notification of the audit that
corrazied same but not all of thre dieclesure discrepansies. In nesponse to the interim
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audit report recommendation, FOEI stated that amended reports would be filed by May
31, 2007 to worrect the diselosum of disbursereuts.

Legal Standard
A. Reporting Operating Expenditures. When operating expenditures to the same
person exceed $200 an elestion cycle, the committee must repact the:

e Amount;

e Date when the expenditures were made;

e Name and address of the payee®; and

o Purpose (a brief description of why the disbursement was made—see below). 2

U.S.C. §434{b)(SKA) and 11 CFR §104.3(b)(4)(i).

B. Examples of Parpcse.

s Adequate Descriptions. Examples of adequate descriptions of “purpose” include
tha following: dinner sxpenses, media, salary, polhng,mel,partyfees phone
banks, travel expenses, travel expense reimbursement, catering costs, loan
repayment, or contribution refund. 11 CFR§1043(b)(4)(|)(A)

e Inadequate Descriptions. The following descriptions do not meet the requirement
for reporting “purpom™ mivance, election duy expenses, other expenses, expense
reimburesmient, wisc=laneous, outside services, get-out-the-veote, and voter
registration. 11 CFR §104.3 (b)(4)X(iXA).

C. Credit Card Transactions. In the case of opemiing expaaditures chiargnd aa a cradit
card, a commiltes muat itemire a payment 1o a credit card company if the payment
exceeds the $200 aggregate threshold. The committee must also itemize, as a memo
entry, any gpecific transaction charged on a credit card if the payment to the actual
vendor exceeds the $200 threshold. 11 CFR §§102.9(b)(2) and 104.9.

D. Contributions to Otlier Federal Camdidates. When iterizing a contribution to
anciher ceerdidste, the csr=mittee must repert the informmation listed abeve. For
couliisstions te federal candidatve, tis conmmittee mast alwo inelude the office sought,
state and, if applicable, Congressional district, and the election for which the contribution
was macds. Ctmtzibutions to sther caexdidants are included in the total fer Line 21. 11
CFR §104.3(b)3XV).

Facts and Analysis

A sample review of operating expenditures itemized on Schedule B revealed that FOEI
failed to disclose or insccurately disclosed firé required infbrmation for 30% of the items
reviewed. The errors consisted of reporting the incorrect vendor name and address. The
Audit staff also identified disbursements disclosed with a purpose that inaccurately
describad the raason for the disbursement. FOEI filed amended reports after notification
of the andit that Eiterially snnentud the dinclosue af thess itemns.

* Payee 1onans the peoyon who provides the gnods or services to the committee. 11 CFR §102.9(b)2)IXA)
ATTACHMENT 1
PAGE 23 OF 28




11044290155

A review of contributions made to other political committees revealed that FOEI did not
discluze the offive vougitt, Sto stte, snd/ov cengressional district of the vecipieit
canifidsto for cxsflittetions toling 924,395. FOEI filed amsuded mpuotts siter
notifantiom of the andiit that faiied t® asovect the disclosure of timse itesus.

A review of payments made to credit card companies revealed that FOEI did not disclose
memo entries totaling $83,284 on Schedule B. The credit cards used far these purchagss
were in the name of the Candidate and the transactions included but were not limited to
airline tickets, lodging expenses, and meal expenses. These memo entries are required to
disclose the name and address of the origimil vendor, as well as the date, amount, and
puzpose of the original purchase. FOEI fled amersded repusts after aotification of the
audit thst sorrectud the disclowsre f items totaling $40,100.

A revizw of reimbussseyis made t0 the Cansiida®: and his speuse also revealed that oo
FOEI did not disclose memo entries totaling $1,306 on Schedule B. The amount i
primarily includes reimbursements to the Candidate’s spouse fer meal expenses and an

airline tioket. FOEI filed amended reports after notification of the audit that failed to

correct the disclosure of these items.

The Audit staff discussed this maner with the treasurer at the exit conlference. FORI was
provided schedules of the transastio=s noted above. In response, the treasurer stated he
would amend the appropriate schedules as necessary. l

Inforimn Audit Repart Reoamsuendatizn asid fommithae Responas
The Amsiit ctaff meommended that FORI file amanded zeports to correct the disclosure of
the remaining disbursements as noted above. In response to the interim audit report
recommendation, FOEI stated that amended reporta would be filed by May 31, 2007 to
correct the disclosure of disbureemsents.

| Finding 7. Reporting of Debts and Obligations |

Summary

A review of operating expenditures revealed that FOEI failed to report debts and
obligations owed to six vendors. In wsyonse to the interim audit repwit restsmmendation,
FOEI stated that amended reports would be filed by May 31, 2007 to correct the reporting
of debts and obligations.

Legnl Standard

A. Continuous Réporting Reqjuired. A political committee must disclose the amount
and nature of outstanding debts and obligations until fiwse debis are extinguished. :
2U.S.C §43(b)8) xmd 11 CFR §§104.3(d) and104.11(a). :

B. Sepurate Schedules. A political committee must file separate schedules for debts
owed by the aomaeiitee amd diabts owed tn ke sommittee, togather with a stntement
explaining the circumatgnoes and conditions under which each deht and obligation was
incurred or extinguished. 11 CFR §104.11(a).
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C. Itemizing Debts and Obligations.

e A débt of $580 or lesy must be repated once it has been outstanding 60 days from
the ddix incwrued (the date of the trawsaction); the aemmittos reporas it on (he next
regularly schasinlod zepuet.

o A dobt axceeding $500 maxt be disclosed in the report that covers the date on
which the debt was incwrred. 11 CFR §104.11(b).

Facts and Analysis

A sample review of operating expenditures revealed that FOEI failed to report debts and
obligations totaling $18,781 on Schedules D (Debts and Ohligations). These debts were
owed ® stk vendors thit provided prinmmity cateding or printing services to FOEIL Fo
dewermire B total amaunt of debts not reported, each dbt was counted only once ewe=: if
it was asmatanding fir saveral peondia. Mbst of thess dibts ard dbligatsson séonubl ave
besn epasted on FGEI's 2004 April Quartarly Repoat. FOEI fised asaxnded rejts ofter
noificatian of the mudit thet failad to inclede the repartieg of #mne itosss.

The Audit staff discussed tais metter with the treasurer at the exit confesence. In
response, the treasurer stated he would amend the appropriate schedules as necessary.

Interim Aadit Report Recommendation and Committee Response
The Audit staff recommeénded e FOPI file amentied reponts to disclose thrzse debs and
obligations. In response to the interim audit report recommendation, FOEI stated that
ameeshad reports would be fited by iy 31, 2007 to correct the reporting of dabs and
obligations.

| Findisig 8. Failuro ts File 48-Hour Notifioations

Summary

FOEI failed to file 48-hour natices prior to the general election for 20 contributions
totaling $26,250. In response fo the interim audit report recommendation, the FOEI
treasurer provided a statement wherein he acknowledged that procedures to ensure the
filing of 48-hour notices may have not always been followed.

Lapnl Sseoisrd

Last-Minate Conixitiztions (48-Hour Nailze). Campaign nomasittacs muat file special
notieqs regarding contributians of $1,000) or mmre receivad less thaz 20 days but more
than 48 hours before any election in which the candidate is running. This rule applies to
all types of contributions to any authorized committee of the candidate, including:

o Contributions from the candidate;

o Loans from the candidate and other non-bank sources; and

e Endorsemsents or guarantees of loans from bariks. 11 CFR §104.5(1).

Facts nod
A revinw of those cantributiens afi§1,800 or more that were deposited during the 48-hour
notice filing periad for the ghsasal alesiion newesled thet FOEI failed tm file 48-hour

ATTACHMENT 1
PAGE 25 OF 28




11044290157

notices for 20 contributions totaling $26,250.° These contributions were from 15
individuuls and $ political cormmittees.

This matter was discussed with the treasurer at the exit conference. The Audit staff
provided scianadnles of the comtibutions for nehich 48-lwos notites were not filed. In
response, th: teaarér providad evidsmce that 48-howr notioes for two of the
contributions totaling $2,250 were filed on November 2, 2004, the date of the general
election. Since these two notices were untimely filed less than 48 hours before the
general election, they are included with the $26,250 in contrfbutions that do not comply
with e filing requirenrents for 48-hour notices. FOEI provided no fufther explanation
for why the remaining 48-hour motices were not filed.

Interim Amlit Fcport Ressshnwaiiation amd Committee Response
The Audit staff recommended that FOEI provide evidence that these 48-hour notices
wera timely filed ox provide any fimther commants it coanidered releveat. In response to
the imterim sndis repart recomxmandatinn, the FOEI trassurer provided a statament
wherein he acknowladged that procedures to ensure the filing of 48-hour notices may
have not always been followed.

| Finding 9. Untimely Deposit of Contributions

Summary -

A revibw of contributions revealed FOEI did ot timely deposit contributor eliecks. In
response to the interim audit report recommendation, the FOEI treasurer provided a copy
of a previously submitted statement wherein he acknowledged that procedures to ensure
the timely depeeit of cantributions may have not always been followed.

Legal Standard

A. Deposit of Receipts. The treasurer of a political committee must deposit
comtributions (or return them to the contributors without being deposited) within 10 days
of the treasurer’s receipt. 11 CFR §103.3(a).

Facts ani

A srupie mwicow of caniributions faam pokitical aummittnes mvealed FQEI did mot timaly
depasit 73% of the contributor checks reviewed. Also, 8 sample review of contributions
from individuals revealed that FOEI did not timely deposit 53% of the contributor checks
reviewed. In determining the timeliness of contributions, the Audit staff compared the
contributor check date with the bank deposit date.'® As a result, the Audit staff
determined contributions were deposited up to 122 days late.

? FORI wes inmmusioomt wilia recordling ine matspt date of cantributions in their ligaliasa. Ditss smiizonl
imo the datahese were thie deposit date, the data entry iiats or the check date. The Audit staff reviewed
depoaits made during the 48-hour notice period to determine which contributions required a 48-hour
notice.

19 The Audit staff calculated the date of receipt as three days from the date on the contributors check to
allow for delivery of the contribution.
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The Audit staff discussed this matter with the treasurer at the exit conference. In
respense, the t=susurer provided a utatessent that explaimed that “As a reafier of informal
conitzal, the Cemmmittde has abwage stissnd ttmely deposits of all somiributions: Thu
precadure is ta repy all ninacks alimg with the doposit ticket sed take the deposit of
contribizdons ia the hank deily winen the depesit is Jarpe asd/sr di least aneo a ek
regradims of the size of the depamit. The depesit showdd be made by an individual
separate fram the individual recording the comtribution. After reviewing the deposits it is
apparent that this policy was not always followed. The Committee has again stressed
timely deposits and now the individual making the deposit fax [sic] us a copy of the
deposit ticket and the vontributions axe reviewed via intemnet and recurxciled by our staff”.

Intenisn Audit Mport Necommwrdation a=nd Com=istos Rovponss
The Audit staff recommended that FOEI provide any further comments it considered
relevant. In response to fhe interizr mutit repost momzmendation, the FOE] treamsrer
provided a cupy of a previonaly suimuitted stizemant ndiesain he sulsaowlndged that

to ensure the timely depasii of comiributions may have pot aiways heen
followad.

| Finding 10. Disclosure of Form 3Z-1

Summary

FOEI filed Form 3Z-1 (Consolidation Report of Gross Receipts for Authorized
Committees) with its 2003 July Quarterly and 2003 Year End Reports but did not
disclose the comrect financial information. In response to the interim audit report
reavmzendsticm, the FOEI treasnass peovided & capy of a prawirasly anbmitted sintamedt
wirerein he explainad that the emor was dua to a misandexstanding of the new filing
requirement and that steps have been taken to ensure firture compliance.

Legal Stuxxdurd

Specist Reporfing Reyuirements. Principul cat=paign cone=ittoss of candidates for the

U.S. Heuse ad the U.S. Senste mum file FBC Form 32-1 as paet of tiwir July Quarterly
and Year-End Reports in the year proceeding the year in which the general election for
the offise sopghtt is held. The information in this form allows opposing candidates to
compode tiiir “‘gress reamipts ednoninge” used to deteamning whathar a candidais is
entitind to ax ingreasd conritmtion limit. The foliwe/ing information must be dincloned:

1. Groas receipts to date for the primary and general elections,

2. Aggregate amoamt of contributions from personal funds of the candidate for the
primary and general elections, and,

3. Acaleuhﬁmofyoancﬂﬂuleuthemdidate'spmnﬂmﬁbuﬁmforeﬂ
election. 11 CFR §104.19.

1! This wegmiatios besume effectine January 27, 2003; as such, this audit period is the first that required the

filing of this form.
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Facts and
FOEI filed Form 3Z-1 with its 2003 July Quarterly and 2003 Year End Reports with
incerrect fisancial information.

Using the electronic data provided by FOEI, the Audit staff determined gross receipts for
the primary elaction of $470,983 and for the general election of $2,15) should have besn
disclosad on Form 3Z-1 included with its 2003 July Quarterly Report. FOEI disclosed
grass receipts for the primary election of $427,297 and na gross receipts for the general
election.

ForﬁeMYearEndRepoﬁ,FormBZ-l should have disclosed $933,983 for the
primary election and $24,014 for the general election. However, FOEI disclosed no gross
receipts on Form 3%-1 inaluded with its 2603 Year Eaxd Report. There were no persanxl
contributions by the Canlidate in 2003.

Thehditmﬂﬂimsldﬁmmﬂwimtbematﬂwexitmfamce. The
treasurer responded with a statement that explained the error was due to a

mmmdmundmgofthenewﬁhnglequmentandﬂmtmpshavebemhkenbmm
future compliance. ‘

Interim Audit Report Recommendaticn xxd Committee Response
The Audit staff recommended that FOEI provide any further comments it considered
relevant. In response to the interim audit report recommendation, the FOEI treasurer
providad a copy of a previounly submitted statonent.
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